Abstract. This paper first provides some context for understanding the Japanese and Chinese venture capital industry. Then it set forth an evolution of venture capital. The heart of the paper is devoted to a discussion of the key features of Japanese and Chinese venture capital. This includes information concerning the size of the industry, the players, and the nature of the venture capital investment. This is followed by an analysis of the comparison of Japanese and Chinese venture capital industry.
The operation characteristic 3.1 Annual Investments
In 2005, the investment scale of Japan in only one third of US, and one thirty of EU.(the investment in EU includes investment of private equity and overseas investment) compared the investment scale with U.S. and EU, the investment scale of Japanese venture capital is still a small one. 
Investment Stage Distribution
According to 1998 survey by the VEC, the percentage of companies receiving investment that was from set up 5 years old was 26%, from 5 years to 10 years was 16.8%, and from 10 years to 20 years was 24.2%, while 20 years old or older was 30.4%.according to the figures provided by VEC, the percentage of the firms funded by VCs were more than 10 years old was over 50%. Usually Japanese VCs invest in the later stage of a firm's growth. They rarely invest in new business. They prefer to buy the shares of relatively well-established enterprises. In Chinese market, among the 440 VC-backed firms, 184 firms were in early stage, representing 41.8% of the total; its investment amount was US$757.13M, accounting for 23.3%. One hundred and fifty (150) expansion stage ventures received US$1.59B, accounting for 34.1% and 49.0% of the total. Forty-four (44) late-stage ventures netted US$495.59M, accounting for 10.0% of the total deals and 15.3% of the amount invested. Its average amount was US$12.39M, higher than ventures in other two stages. Compared with 2006, the proportion of investment deals and amount invested in early-stage and late-stage ventures both dropped. In contrast, the investment proportion of expansion-stage ventures was increased considerably. This marks VC funds prefer to invest in firms with track records and explicit development foreground. 
Industry Distribution
Compared the investment field of 1998 and 2006, the investment in the development field was increased greatly. From the survey of investment field of 1998, the total number of surveyed firms was 1281.the percentage of wholesale retailing was 13.4%, electronic manufacturing was 9.2%, the percentage of software firms was 13.4%, the percentage of manufacturing firms was 8%, while the firm that invest in the field of biotechnology was only with the percentage of 0.3%. But in 2006, it was changed greatly. From figure 2, the percentage of investment field in IT related was 34.8%, in biotechnology, medical and healthcare related was 18%. The total number of these two fields was over 50%.
Based on the 3-grade industry classification of Zero2IPO Research Center, five categories of industries in Grade 1 include Broad IT, Bio/healthcare, Traditional, Services and Other Hi-tech. They cover all the industries in China VC market. Broad IT industry outstripped other industries in both deal number and amount invested. Two hundred and two (202) Broad IT deals secured US$1.38B, accounting for 45.9% of the total deals and 42.6% of the total amount invested. However, the two proportions both dropped below 50.0% for the first time, and they dropped by 13.7% and 18.9% against 2006. The investment proportions in Traditional, Services and Bio/ healthcare sectors were considerably increased. Specifically, the proportions of Traditional deals and amount invested grew to 16.6% and 16.3% from 10.8% and 10.9% in 2006. This marks the VC investment diversifies. Source: Zero2IPO Research Center
The exit way
For Japanese VC firms, the ratio of cases using IPO as an exit of investment was nearly 30%, which was higher than that of foreign VC firms. Even though the investment in the U.S. and U.K. tends to be made in forms of M&A and MBO, the main business still remains not in private-equity but in VC in Japan. If the trend continues, the so-called "junior market" should be prepared (to Source: Zero2IPO Research Center 4 Analysis on VC industry in China and Japan 4.1 From the source of venture capital, the source of Chinese is different from that Japanese. The main source in China is from the government, while the financial system finances the venture capital to be extremely limited. At present Chinese policy about raising the fund to be extremely strict. Pension funds are forbidden for investment in venture capital. The experience in the United States suggests that, as an economic policy, allowing pension funds to invest in venture capital could be a great success. Therefore, in the source of funds, china should let individual fund and the commercial fund enters the venture capital market, breaks the sole funds source pattern. Moreover, in the investment stage, the capital should invest into the seed and early stage of emerging and high tech firms. 4.2 Investors in large companies in China expect to exit through IPOs. Presumably the firms would be listed on either the Hong Kong Stock Exchange or, in more recent years, the stock exchanges within mainland China (Shanghai or Shenzhen). But the market for corporate control is not active in China and around Asia (Peng et al.1999). China's Shenzhen and Shanghai stock exchanges typically list state owned firms that are politically connected. The founders' shares become non-tradable when listed domestically, which eliminates this venue as a liquidity source. Thus, most venture capitalists investing in large firms have to look to strategic buyers as an exit or a liquidity source. This is clearly the case for almost all high technology ventures. Besides the listing requirements is high, so the listing firms are very limited, therefore it can not provide a good withdrawal channel for the venture capital. Japan also has the similar problem about the exiting of venture capital, although Japanese government has made a series of effort, but the market still could not compared with that of US. Chinese venture capital should learn the lesson from Japanese to create a good environment for the newly firms to be listed on the market. 4.3 As mentioned before, Japanese government was involved in his venture capital system which caused the venture capital industry operated too conservative, therefore the development is restricted. Like the Japanese government, Chinese government has also played a central role in defining the institutional antecedents of Chinese venture capital industry through its control over related institutional systems, including banking, legal, innovation and other systems. The central government has been too directly involved in China's venture capital system. Generally speaking, except the national life industry, the government is not suitable to participate in the industry management, not to mention the venture capital industry. So the government should have less direct participation and intervention and give more support in terms of creating appropriate institutions for the venture capital industry. Venture capital investing in China is no simple task. Understanding the complex local China environment is critical to success in this market as is a keen understanding of the venture capital industry in general. Until recently, fund managers often argued that their financial success would be based on China's large market and the resulting ability to skim the best deals off the top. However, now a large pool of venture capitalists have been active in the China market for at least 5 years and, in general, their current performance makes clear that the environment in China is complex and success will not come easily. One recent significant change has been the process of selecting and monitoring the invested firm. Increasingly, investors acknowledge that while China is unique, they must broadly employ steps similar to those used in the west on issues such as due diligence, qualified for China's different institutional environment. Venture capital investors have needed to bring far more to the venture than just money in China. Their advice, connections and global perspective are all important to their funded firm's success. However, an investment in a Chinese firm needs to be closely and locally monitored, and venture capitalists should also be prepared to be proactive in helping the funded firm in hiring managers and supervisors with valuable skills while assisting in securing and forging needed connections. Although Chinese business owners have been reluctant to permit venture capitalist access to financial and strategic decisions, they increasingly recognize and accept that investors will not be passive providers of money. The most sophisticated of the Chinese firms actively seek out a broader array of input from the smorgasbord offered by their private equity investors.
